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1 Islamic Finance — Introduction

Executive Summary

/ Example /

Islamic Banking is perceived as the banking hype of the decade:
.. In England boomt das "Islamic Banking", Handelsblatt 09/06/06
Situation ... Rush to tap into Islamic market, Financial Times 10/02/06

.. assets managed by the Islamic Finance industry are growing, perhaps topping $1 trillion worldwide,
Herald Tribune 08/18/06

Whereas the International Islamic Financial Service Board records more than 250 Islamic financial
institutions, a closer look reveals that purely Islamic banks offering solely Sharia compliant products
amount to only 50 institutions in total

Complication In addition the Islamic Banking market is still small with an asset volume of approx. 80 bn. excluding
financial institutions in Iran and Iraq

In comparison to Western institutions, Islamic banks are minuscule and operating predominantly on a local
level

Which institutions are really successful in terms of size, sales and profit?

Is the Islamic Banking market already saturated or is it a growth business?

Question

Which market players could serve as best practice examples?

Which success formulas can be derived to serve as business plots?

Growth FSG Islamic Finance 040707 3



Arthur D Little

1 Islamic Finance — Introduction

To establish a clear market segment a differentiation between Islamic Banking and Islamic
Finance has to be established

Islamic Banking Islamic Finance

Islamic Banking is defined as fully-fledged banking
operations, which is compliant with the Sharia
(Islamic Law) and offers comprehensive financial
services

In particular Islamic Banking is guided by three

main principles:

— no interest (riba)

— no trading in risk (gharar)

— no unethical investments in companies such as
distilleries and armaments manufacturer
(haram)

Special structures exist for the following products
e.g.:

— Murabaha (Credits)

— ljarah (Leasing)

— Sukuk (Bonds)

Islamic Finance unlike Islamic Banking refers only
to selected financial services offered in accordance
to Sharia Law

Islamic Finance can be offered by any bank and is

not bound to the establishment of a banking
division (see Islamic Banking)

Often Islamic Finance offers structured finance
(e.g. sukuks) and Sharia compliant asset
management only and leaves out the "credit" side
of the business

In recent years Islamic Finance has gained
recognition with commercial banks:

— HSBC (Amanah)

— Dar Al Ististhmar (Deutsche Bank)

— Noriba (UBS)

— Citi Islamic Banking (Citigroup)
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2.1 Geographic Outline — Population

1.4 bn. or 20.12 % of the world population are of Islamic origin, but only 460 mn. people live in
financially interesting countries

Total Population

inmn
50 . .
Population interesting

for banking activities
inmn

Muslim share
of population

> 90 %
90-70%
70— 50 %
50-30%
30-10%
10-5%

JONENR

Source: CIA Factbook 2006, ADL Analysis 1) Population in mn; 2) Iran and Iraq considered not accessible
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2.1 Geographic Outline — Islamic Banking Industry

Even though officials speak of Islamic Banking worth 200 bn., the clear cut segment of

Islamic banks amounts mereto 80 bn. in 2005

The peer group for ‘Islamic
Banking' comprises 49 fully fledged
financial institutions generating

80 bn. in total assets for 2005

The banking network is closely
related to the population spread,
leaving the Middle East and South
"q East Asia as the strongest markets

13 for Islamic Banking
\ / Financial power is generated in the
\‘ﬁ_ A Middle East, Turkey, South East
(O Assets in bn ' J"'\_.‘_,, "1 Asia and Europe
Bl -ooves
B 25
| below 2

1) Peer group of 49 Islamic banks excludes Iran/lraq financial institutions ( 6 banks = 841 mn. total assets) as these countries are considered 'closed' for the years
to come
Source: CIA Factbook, Bankscope, ADL Analysis
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2.1 Geographic Outline — Islamic Banking Industry

The global Takaful market is currently worth US$538 million and is dominated by Malaysia and
the Arab countries

Malaysia (27%)

Arab Countries (63%)

Other Asia Pacific (9%)

Europe, USA (1%)

Total Gross p.a. = US$538 mn

Takaful is a miniscule part of the global Islamic finance sector estimated to be at least a $100 bn
market

Source: The Institute of Islamic Banking and Insurance; Figures in USD
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2.1 Geographic Outline — Islamic Banking Industry

There are currently over 60 companies offering Islamic insurance in 23 countries around the

world

Partial List of Takaful Companies

United Kingdom
Takafol UK
UBK@IIBU Manzil Programmes

Ghana /

Saudi Arabia
International Islamic Insurance Co.
Islamic Arab Company for Insurance
Islamic Arab Insurance Co. (Dallah Al Barka Group)
Islamic Insurance Co. Ltd, Riyadh
Islamic International Company for Insurance (Salamat)
Islamic Rajih Co. for Co-operative Insurance (Al-Aman)
Islamic Takafol & Retakafol Company
National Company for Co-operative Insurance
Takafol Islamic Company, Riyadh
Arab Eastern Insurance Co. Ltd, E.C (Registered in Bahrain), Jeddah
Bank Aljazira Takaful Ta’awuni Operation

; ; Bahrain
Islamic Insurance and Reinsurance Co.
Li b . h 5 i
ux.?;?(a&lljrsgA |slamic Universal Insurance Al Sallam Islamic Takaful Company
. lamic Insurance Islamic Insurance & Re-Insurance
International Takaful Co. . Co (IIRCO)
Jordan Al-Aman Cooperative Insuran .
. Turke Takaful International Company
i i Islamic Insurance 4 . (formerly Bahrain Islamic Insurance
United States of America Company Plc Ihlas Sigprta
Takaful USA o As Co.) )
Failaka Investments Inc. Tunisia — 2 Tak: ic Insurance Co. EC
Bahamas BEIT Ladat Ettamine Tounsi Saudi __—
Islamic Takafol& ~ B-EST-RE Kuwait
Retakafol Senegal International Sri Lanka
(Bahamas) Sosar Al Amane ~ Company for Amana Srilanka
Trinidad & Tobago (Al Baraka Group) Cooperative
Takaful T&T Insurance Bangladesh

Islami Insurance

Life Takaful
Metropolitan General Takaful
Insurance Qatar
Company Ltd Qatar Islamic
Insurance Co. .
UAE Australia

Oman Insurance
Sudan Company, Dubai
The National Reinsurance Company
(Sudan) Ltd
The United Insurance Company
(Sudan) Ltd
Watania Co-operative Insurance Co.
Al Baraka Insurance
Islamic Insurance Co.
Sheikan Insurance

Alliance Insurance

Oman Insurance Co.

The Islamic Arab Insurance
Dubai Insurance Co.

Company Ltd Banglade/

Malaysia
Asean Retakaful International (L) Ltd
The Malaysian Insurance Institute
Syakirat Takaful Malaysia, Sdn Bhj
Takaful Nasional Anda

Brunei

Insurance Islam Taib Sendiran

Berhad (IITSB)

Takafol Ab Birhad

Tabung Amanah Islam

Takaful and Re-Takaful Co.
Singapore

AMPRO Singapore

Keppel Insurance

Syarikat Takaful Singapura
Indonesia

PT Asuransi Takaful Keluarga

PT Asuransi Takaful Umum

Takaful Asuransi

PT Syarikat Takaful Indonesia

Australia Takaful
Association Inc.

Source: The Institute of Islamic Banking and Insurance

Note: Full list of Takaful companies are not reflected in this map
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2.2 Market Positioning of Islamic Banking — Market shares

Islamic Banking is obviously highly fueled by the population's set of beliefs - relevant market
shares are only achieved in Muslim core markets

Overall population: Overall population: Overall population: Overall population:
658,585 2,602,713 2,418,393 27,019,731
Islamic population: Islamic population: Islamic population: Islamic population:
567,251 (81.2%) 2,498,605 (96.0%) 2,055,634 (85.0%) 27,019,731 (100.0%)
# Islamic Banks: 8% # Islamic Banks: 4% # Islamic Banks: 21 # Islamic Banks: 3%
Market share: 5.29% Market share: 13.39% Market share: 34.38% Market share: 18.07%
Total assets: 5.6 bn Total assets: 16.3 bn Total assets: 13.2 bn Total assets: 24.6 bn
Total Assets bn Total Assets bn Total Assets bn Total Assets bn
120 + 105.8 140 + 121.7 120 + 140 + 1 1
100 - 120 1 100 - 120 1
100 - 100 -
80 - 80 -
80 - 80 4
60 60 -
60 - 38,4 60 -
40 | 40 4
40 | 40 ~ 24,6
20 - 20 16,3 20 . 13,2 20
0 - 0 - 0 - 0 -
Source: Arthur D. Little Analysis 1) no comprehensive analysis, only selective representation Il Commercial banking Il Islamic Banking

Growth FSG Islamic Finance 040707 12



Arthur D Little

2.2 Market Positioning of Islamic Banking — Life cycle analysis

There seems to be a clear market window for Islamic Banking of about 30% market share, this
window is rapidly conquered by local players

Growth
Banki B G th
Sector
% !
/

Kuwait

d—
20 — 30%

Country

Pakistan 16.79% 117.81%

Turkey 22.88% P 39.20%

Bahrain 7.46% 26.76 %

Pakistan

Egypt 13.34% 7.14%
Embryonic, fast Generic growth Saturated and
: growing market market maturing market

LE’r':]'itfaOt'eAsrab 72.15% T 36.68% || /'
Islamic banks Growth rate has Growth rate is stable

Saudi Arabia 11.52% 19.60% P make up small slowed down and and along average
percentage of levels out along market growth
overall market average market Market share has

Kuwait 1.48% — 1.48% — Fast growing growth _ reached its estimated
segment with Market share rises maximum level
growth rate over in proportion to

Total rel. 20 % and above overall market

Market 17.73% 23.48% ’ average market rate

Source: Arthur D. Little Analysis O = Market share
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2.2 Market Positioning of Islamic Banking — Size of Sukuk market

The Sukuk market grew rapidly during the last 5 years, however the volume in 2006 is still very
low in comparison to the US Bond market (0.11%)

Sukuk market in % of the US
Mio Bond market
20.000+ - 0,15%
- 0,14%

18.000-
0,13%
16.000- 0,12%
0,11%

14.000-
0,10%
12.000- 0,09%
0,08%

10.000-
0,07%
8.000- 0,06%
0,05%

6.000-
0,04%
4.000- 0,03%
0,02%

2.000-
0,01%
0 0,00%

2001 2002 2003 2004 2005 2006
Bahrain Malaysia atar UAE UK German Kuwait Saudi Arabia Pakistan % of US

" . Y mo . Y bond market

Source: Arthur D. Little analysis, US Department of Treasury. Bond market excl. money markets and asset-backed debt
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2.2 Market Positioning of Islamic Banking — Development of Sukuk market

The Sukuk market has been growing substantially during the past years, coming from a low
base

Growth rates of Sukuk and US Bond market Key findings

The Market for Sukuks has been growing with very

Growth rate in % : .
r;:é raren v Bl US Bond Market high rates from 2003 until 2006
] Sukuk mark :
200 [ Sukuk market The growth rate of the US Bond market is much
| lower, however the base is disproportional higher
160- :
In comparison to the US bond market the Sukuk
120 bond market has only little importance
80- However, the large growth rates of the Sukuk
40 market reflect the economical development of the
middle east region, the financial appetite of
0 - countries like UAE as well as the growing desire to
2003 2004 2005 2006 finance this expansion Sharia compliant

Therefore a high continuing growth rate of the

Size of total US bond market in 2006 in Sukuk market can be presumed for the near future

billion EUR: 16,500

Size of total Sukuk market in 2006 in billion
EUR: 18
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2.2 Market Positioning of Islamic Banking — Development of Takaful market

The arena for Islamic insurance is still underdeveloped an lets expect significant growth rates

for the future
Insurance Densit Insurance GDP/Capita
y Penetration (USD)

Saudi Arabia 42 0.5% 11,069
UAE 317 1.3% 21,732
Pakistan 3 0.6% 1,960
Bangladesh 2 0.5% 1,720
Indonesia 12 1.5% 3,041
Iran 16 1.2% 6,712
Malaysia 198 4.9% 8,591

Source: Swiss Re Sigma, International Insurance Institute
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2.2 Market Positioning of Islamic Banking — Development of Takaful market

The Takaful market is expected to grow at 36% to become a $7.4 bn market by 2015

Annual Gross Premiums (US$ mn) 2000 — 2015

2000

Malaysia,
US$143 mn

Arab Countries,
US$340 mn

Other Asia Pacific,

2015

CAGR = 15.4%
Malaysia,

US$1,202 mn

Arab Countries,

= 0,
CAGR = 14.6% US$2,615 mn

Other Asia Pacific,
US$1,200 mn

CAGR = 23.6%

Europe, USA,
US$1,132 mn

CAGR =41.7%

Source: The Institute of Islamic Banking and Insurance

Note: Not all European, Asian and Arab countries are included in this forecast
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2.2 Market Positioning of Islamic Banking — Takaful market: Example Malaysia

However socio-cultural factors continue to inhibit the growth of the market, though positive

signs are evident

Factors Inhibiting Growth of Insurance

Lack of
Awareness

Lack of awareness on the existence and concept
of insurance, particularly among the rural
community

Efforts are taken by insurance companies to educate
the general public on the benefits of insurance

Rural communities are also being penetrated

Existence of

Social
Networks

High sense of social responsibility among the

community to assist one another in times of need.

The existence of “khairiat” among the Malay
community further expounds this factor

The concept of “khairiat” has progressed and
communities are now even looking into investing in
insurance

Malaysians have an attitude of “what will be will
be”, “We will leave it to God”

Strong element of faith in God to protect the
individual has resulted in a perception whereby
insurance is unnecessary. Insurance might even
seem to be a show of unbelief

The concept of insurance has existed in Islam and
insurance companies are aggressively reaching out
to market Takaful products

Growth FSG Islamic Finance 040707
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2.3 Comparative Analysis to Islamic Finance

The peer group has been analyzed regarding its profile, products and sales channels on a
qualitative as well as a quantitative basis

Analysis of Peer Group

Quantitative

Total assets
Liabilities

Return on Equity
Cost/Income Ratio
Market Capitalization

B I b et s bR G e B

KPls
Qualitative and quantitative clustering

Relative comparison to commercial banks

Qualitative

Variety of products/services
Reach within business segments

Organization: Worldwide according to
regions, products and business
segments

Growth FSG Islamic Finance 040707 20



Arthur D Little

2.3 Comparative Analysis to Islamic Finance — Qualitative

Islamic Banking exhibits a "niche environment" with its players either focusing on local
business or selective services

global . . . . . . . .
A | | | 1 1 1 1 1
| | | 1 1 1 1 1
1 1 1 1 1 1 1 1
1 1 1 L 1 1 1 1
! : HSBC 4X» . : : : :
s | Bups- |- --‘Amanah/+---r-------- eSS r-------- Nm-oooo-
© 1 1 . 1 1 1 1
q) 1 1 1 1 1 1 1
— COMMERZBANK : : : ; . . .
O I I I I 1 1
E [ R - -, - Weeara Tz L T T T T T T T SIS T TR 1' ''''''' === 7= T=-=-=-=-=-==== r===-=-=-=-=-- i
S | wiag <l Jygaill cy R : : i :
Ol T, AITHITTrTrr e A T Kuwatt Finance House A +br=sssessasnnns berrmsrrnnsanes berraernaeeas [T
(@) i I 1 1) I I 1
= I LI T o INcB WY ol —_ et Lo L
8 1 : together as one : % :
o Joliflings G . . y
Ll 1 1 1
ARCA| Shamil Bank aa'“"-» | I Al Rajhi Bank || [Eiardis ,
il FREAL BLAMIC Rake OF FOGYPT “Twass T T T T T T = r b B
! : ol wll kgl _Spemn } :
’ \J ' T Bank " 9 Abu Dhabi Islamic Bank " "
é‘ _: o' Muamalat ' T 1 Progresif, Profesional & Mesra ) | 1 1
local . @A BANK ASYA : ;o : : :
low Product/segment reach high
= Islamic Finance
Source: Arthur D. Little analysis 1) Currently changing its business scope from commercial to Islamic Banking; 2) Commercial bank

Growth FSG Islamic Finance 040707 21



Arthur D Little

2.3 Comparative Analysis to Islamic Finance — Quantitative

Islamic banks grew faster and performed better than their commercial competitors in recent
years, yet no signs of international consolidation

Average YRS 0LZ) ~—)— Established national players like
Arcapital = o
Assets KFH and Al-Rajhi clearly

outperformed their commercial

s
= i
" 40% Abu Dhabi Bank Asy? competitors
o . .
S : Al Jazira The "tiger growth" of small and new
o 30% : @ institutes is not surprising — but
8 : obviously within the gulf states
P Y WO D> T there is no cross-border tapping of
E 20% markets
O b
g o Muamalat
g 10% Shamil
o Faisal
O
<
© ow
0% 20% 40% 60% 80% 100%
© commercial CAGR Net Profit (2002 - 2005, in %)
@ siamic

Source: Arthur D. Little Analysis
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2.3 Comparative Analysis to Islamic Finance — Quantitative

Islamic banks work with a comparably very high return on assets whilst underlying equity
varies significantly

Mio %
1.500.000 -

- 40
41.8%
39.6%

!
|
!
1.000.000 -
| - 35
|
!
500.000 | L 30
|
!
!
50.000 - 32.8% L o5

30.000 -
5.9%

25.000 ~

20.000 -

15.000 -

10.000 - 250
5.000 - I @ 1.6%
, — [ =
Al Rajhi UBS Dubai NBK NCB KFH Abu Dhabi HSBC
[_1 Commercial Bl Total Assets I RoE 1 RoA

Source: Arthur D. Little Analysis, 2005 figures
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3 Best Practice — Al Rajhi Bank

Al-Rajhi's banking business in strongly influenced by "non-core-banking" activities in

Mutajara
Clients Strengths
Retail and corporate customers Recent strengthening of the bank’s management,
Growing international customer base investments in new systems
Specialized services for HNWIs Continued strong financial performance
Improvements in the bank’s risk management information

and key ratios arising from recent investment
Products R_engvyeo! corporate identity _ | _
Liquidity is managed through a large portfolio of international

Mutajara transactions

Mutajara (strong focus)

Sophisticated product range in investments and commercial
banking Weaknesses & Threats
No Sukuk issuance

Sharp deterioration of the Saudi Arabian economic and/or
political environment

Market Representation Its core retail market under pressure from ambitious rivals
Large branch network needs to be maintained and staffed
Over 1,450 ATMs, the largest ATM network in the KSA leading to high fixed costs

Over 8.000 points of sales services, an electronic money
transferring system

Source: Arthur D. Little Analysis
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3 Best Practice — Kuwait Finance House

KFH maintains a dominating position in Kuwait's Islamic Banking environment and stands at
the outset of international operations

Retail and corporate customers High local coverage and strong brand in the segment of retail

Customer base extended to Turkey, Malaysia and Bahrain customers

No sophisticated HNWI services Financing cooperations with leading international companies
Extensive network beyond Kuwait borders in Turkey,

Malaysia and Bahrain
Products Very active in trading activities like cars and real estate

Strong competence in commercial

services beyond financing scope
Extensive investment opportunities including Sukuk issuance Weaknesses & Threats

No consistent international approach within the existing

network
Market Representation HNWI segment is not sophistically addressed, competition
taps on this client segment more decisive
24/7 Toll-free number for banking inquiries Branch network with considerable client facing staff needs to
Branch and ATM networks, internet banking, online trading, be maintained, leading to high fixed costs

mobile banking and telebanking

Source: Arthur D. Little Analysis
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3 Best Practice — Dubai Islamic Bank

Dubai Islamic Bank is an Islamic Banking player with long tradition and strong local focus

Targeting upper and middle tier customers with a focus on
HNW!I and profitable corporations

Property developers, landowners and property investors

Full range of banking products and
leading provider of Commercial Real Estate Finance

Product offering customized according to customer
segmentation — women, children etc.

Market Representation

Most extensive network of branches and ATM'’s across the
UAE

Comprehensive e-banking facilities

Active cooperation with the government

Numerous national and international rewards, especially for
innovative spirit and customer orientation

30 years of profitable operations
Employee stock ownership plan introduced in 2004
Balanced portfolio of investment and financing activities

60% income increase from 2004 to 2005 paired with 100%
increase in profit

Weaknesses & Threats

Challenges remain with the existing competition and new
entrants

Operations abroad but weak positioning in terms of assets
and revenues

Source: Arthur D. Little Analysis
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together as one

3 Best Practice — National Commercial Bank

NCB is the largest bank in the Middle East in terms of assets and has recently begun to switch
its business to Sharia compliant services

By year end 2005, the Bank’s customers surpassed Strong marketing
1.309.025 clients International appearance — Extensive road show in Asia and
Targeting individual and corporate clients Europe

In a landmark-agreement the General Organization for Social

Insurance (GOSI) has signed a five year agreement with the
National Commercial Bank (NCB) to shift all its monthly
payment operations through NCB's electronic banking
channels
Full range of banking products
First Saudi Bank to launch Credit Cards for settlement of
Specialized products for women and children

Recently several changes in the management (Head of HR,
Head of Marketing, ...)

Market Representation No international retail presence
Challenges remain with the existing competition and new
Biggest bank in the Middle East in terms of assets entrants

Financial institution based in Saudi Arabia with
representative offices worldwide
Full range of banking products

Source: Arthur D. Little Analysis
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3 Best Practice — Amanah

HSBC offers sophisticated Islamic Banking services mainly in core markets KSA and Malaysia
— otherwise commercial products often "fill the gaps”

Retail and corporate customers HSBC Amanah was awarded 'Best for Private Banking

Extensive corporate focus in international corporations Services (2005)'

Regionally specific HNWIs Central function split between London, New York and Dubai
Amanah is backed by the knowledge base and resources of

the HSBC Group
Products Tailored solutions for customer specific needs

Full range of banking products with an

equally wide range to private and corporate clients
Specialized services to HNWIs in selected locations Weaknesses & Threats

Product availability and application requirements vary by
location
Market Representation Services to HNWIs is currently limited to Switzerland, the

United Arab Emirates and the United Kingdom

Global network through 835,000 ATM machines, 9,500 Most information given online refers to HSBC Group in

offices general not tailored to Amanah

Advanced internet and telephone services Most information not Islamic Finance specific

Extensive sales staff worldwide

Source: Arthur D. Little Analysis

Growth FSG Islamic Finance 040707 29



Arthur D Little

3 Best Practice — Takaful Industry Overview — Main Players

Key players outside Malaysia are currently from the Middle East

Main Players

Based in the United Arab Emirates, the company supplies various classes of insurance.

DU (SIS (et o6y The company has a market cap of US$109 million

Based in Bahrain, the company provides insurance and reinsurance services to regional
Arab Insurance Group and international markets. It primarily offers non-life reinsurance services and

(Arig) underwrites facultative reinsurance. For 2002, the group realized US$6,221 million in
gross written premiums

Based in Saudi Arabia, the company provides banking, investment, insurance and
lending services to businesses throughout the Muslim world. The company is owned by
the Saudi billionaire, Saleh Abdullah Kamel and his family

Islamic Arab Insurance Company
(Dallah Al Baraka Group)

Based in Bahrain, the company offers family takaful as well as other types of insurance,
Takaful International including motor, travel and household insurance. The company is the first Islamic
Insurer in Bahrain. The company had a net profit of US$400,496 in 2002
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4 Possible ways to the market — Learnings

Learnings from the study

Learnings

At least 30% of Islamic Banking market share is possible in Muslim societies, in

Current Market Windows : . : : o .
countries with low penetration Islamic Banking is rocketing

Several Islamic core markets are saturated with today's Islamic Banking offer, however,

MelisliER e Gl el Islamic banks operate at high profits

Regional focus of major pure- Islamic banks are stuck in their countries, cross-border activities or collaborations are
players hardly known

No exploitation of product Commercial "markets entrants" take little usage of the broad Islamic Banking set of
possibilities by global players products and the Islamic Banking value chain

Source: Arthur D. Little
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4 Possible ways to the market — Key challenge

Analysis showed that existing players are hardly sufficiently capable of capturing market

opportunities
Key Challenge
/

global
1 / How to participate in the current growth
! Today's market of these countries?
- : players are either H - i the | led
5 \ lacking offer or OV\I/<'[O E)artlc:lpate’l)n the installe
o . geographic reach markets' revenues”
é’ How to realize economies of scale?
o
© P 8 Which partnerships are appropriate?
4 - How to play an active role in possible
8 consolidations?
_ Which products are suitable for
el international (not core-Islamic) markets?
specialist till all-rounder
local S
niche Product/ segment reach  full provider

Source: Arthur D. Little
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4 Possible ways to the market — Possible Strategic Thrusts

Islamic Banking players will have to rethink their business models in order to leave their
geographic and functional niches

Possible ways to the market — Possible Strategic Thrusts Strategic thrusts

Combination of product excellence and

global S geographic reach via partnerships
i Product and Distribution

partnering! Proliferation of innovative Islamic

Product and Service Financial competences to non-core
S Innovation! markets (financing, leasing, trading
g Global Mastering complexity competence)
o niche of regional presence! _ _ _
= olayer Geographlc_: expansion by partnerships
=3 and acquisitions
g Creation of multinational brands and
0 service offer

Regional
specialist till all-rounder

local

»
>

niche Product/ segment reach  full provider

Source: Arthur D. Little
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4 Possible ways to the market — Example: Distribution Partnership

Bundling and distribution partnerships allow rapid approaches to new markets

illustrative

Development of distribution partnerships

Way of collaboration

Acquisition of new
customer groups

Sales/ marketing 0
collaboration

-+ Opening and

networking
Product bundling o

between partners

Joint new
business model

*( Acquisition of new markets
i and segments

Business area Company Industry Market

Reach of innovation

Source: Arthur D. Little project database
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4 Possible ways to the market — Innovation Framework

ADL's Innovation Management Framework tackles all areas of successful business innovation
development

Learning

Clients

e Management of customer and employee ideas

9 Product Development

Development and) Approval and Monitoring and
structuring implementation maintenance

and strategy

Culture and environment
Market trends

@ Governance, Organization & Tools

Partner &
Venturing

Learning

Source: Arthur D. Little innovation toolbox
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4 Possible ways to the market — Complexity of geographic expansion

Major challenge in geographic expansion is to find the appropriate mix of regional, local and

global management

®

@ Clients: Main clients demand locally
differentiated products, being a local insider
is increasingly important

@ Cost Efficiency: Difficulty to manage global
organizations efficiently, global organizations
are not flexible

@ Market Regulation: Market regulation,
different country parameters
Result:
Optimal management is a "Regional

Drivers

Optimal
Management

Management"

Mix of Local and Global Management

-...

O\ N, Global

“‘ "‘ Management \,D Drivers
Local .. ‘,

Management &y i

transnational strategies

Cost Efficiency: Economies of scale,
global market strategies and outsourcing
provide for high profitability

@Market Regulation : Benefits from
globalization and expansion, deregulated
global markets

@Clients: Main clients follow global or

Result:

Source: ADL organization toolbox
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4 Possible ways to the market — Example: Matrix Development

Each element of business operations has to be screened on its ideal management allocation

lllustrative
. Regional Coordination only Central
ACthltleS . — .
ownership ownership
: : Coordination and overall Market Entr
Strategic planning plans c e Studies é
Information Safeguarding Efficiency and
technology Coherence R
Controlling / Regional reports @ Standa.rd s.etting ®
Reporting Consolidation of reports
(CHEIE) RIS CRM: for local clients C (Compliance) @
management
HR/Incentives/ International staff
Development exchange A
Key Account
management
Sharia , _
AdVisors Regional board @ @A Central sharia board
Product Market
?
development Specialists | € ' A
Source: Arthur D. Little project database Driver: | C | Clients ® Market regulation A Efficiency
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Possible ways to the market — Outlook and learnings

Outlook and learnings — what could be achieved in Islamic Finance?

Islamic finance delivers sustainable consumer financing products. These can help to
penetrate customer segments as there are Muslim societies outside Islamic countries (ethno
banking).

Penetrate new
retail segments

A large share of Muslim wealth is currently managed by commercial banks due to lacking
alternatives: Innovative Islamic asset management solutions would meet outstanding
demand.

Entry to new
HNWI segments

New funding Especially Middle East Investors are attracted by Islamic financing means as e.g. sukuks.
sources These vehicles open new capital sources in national and international project finance.

Geographic The Islamic banking pure players lack an industrial financing approach and geographic reach.
expansion Essential business in new regions could be established by combining forces (partnering).

Source: Arthur D. Little
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